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E.O.l 1652: GDS 

TAGS: EALR ECON PINT 

SUBJECT: GOSL FISCAL OPERATIONS 1976/77 

SUMMARY: AN ANALYSIS OF PROVISIONAL DATA (ALL FIGURES ARE 
SUBJECT TO CHANGE AND ERROR. HOWEVER, BANK OF SIERRA LEONE IS 
THE MOST RELIABLE LOCAL SOURCE) OBTAINED FROM THE BANK OF 
SIERRA LOENE ON CENTRAL GOVERNMENT OPERATIONS FOR FY 6/76 
THROUGH FY 6/77 POINTS TOWARD THE UNFORTUNATE BUT INESCAPABLE 
CONCLUSION: GOSL HAS THUS FAR LACKED EITHER HE ABILITY OR THE 
DESIRE OR BOTH TO CORRECT THE OVERALL ECONOMIC DISEQUILIBRIUM 
CAUSED BY EXCESSIVE EXPENDITURES AND INADEQUATE REVENUE 
SOURCES. END SUMMARY. 

1 . TOTAL CURRENT REVENUE FOR FY76/77 INDICATED RELATIVELY 
BUOYANT DIRECT AND INDIRECT TAX RECEIPTS. REVENUE, HOWEVER, 

FELL FAR SHORT OF EXPENDITURES. PROVISIONAL FY76/77 CURRENT 
ACCOUNT EXPENDITURES EXCEEDED ESTIMATES FOR THE SAME PERIOD BY 
40 PERCENT, WHILE REVENUES EXCEEDED ESTIMATES FOR THE FY 76/77 
PERIOD BY ONLY SIX PERCENT. 

COMPARISON OF ESTIMATED AND PROVISIONAL REVENUE AND EXPENDITURES 
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FY 1 976/77 ESTIMATE FY 1 976/77 PROVISIONAL 
REVENUE LE 104.5 MILLION LE 1 1 1 . 1 MILLION 

EXPENDITURE LE 100.5 MILLION LE 147.3 MILLION 

2. DOMESTICALLY FINANCED EXPENDITURES ORIGINALLY WERE 
ESTIMATED AT LE 100.5 MILLION AND WERE INCREASED AS GOVERNMENT 
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RECOGNIZED ITS CONTINUED OVERSPENDING. SUBSEQUENTLY, GOSL 
FIGURES PROVIDED TO THE IMF UNDER THE STAND-BY AGREEMENT INDIC- 
ATED A PROBABLE BUDGETARY DEFICIT OF LE 37 MILLION. THIS 
AMOUNT CORRESPONDS CLOSELY TO THE ACTUAL CURRENT ACCOUNT 
DEFICIT OF LE 36.2 MILLION. IMF SOURCES INDICATED THAT THE 
ENHANCED DEFICIT WAS DUE TO EXTRA-BUDGETARY EXPENSES, LARGE 
WAGE INCREASES IN 75/76 AND UNBUDGETED PAYMENTS FOR TELE- 
COMMUNICATIONS SERVICES. TRADITIONALLY, EXTRA-BUDGETARY 
EXPENDITURES (EXPENDITURES NOT PROVIDED FOR IN THE BUDGET) AND 
LACK OF FISCAL DISCIPLINE BY SELF- ACCOUNTING MINISTRIES HAVE 
DILUTED EFFORTS TO CONTROL EXPENDITURES. 

3. ON THE CASH FLOW SIDE (AMOUNT WHICH THE CENTRAL BANK MUST 
FINANCE) THE OVERALL DEFICIT IS INDICATED AS LE 46.2 MILLION, 
INCREASING BY LE 10 MILLION THE CURRENT ACCOUNT DEFICIT. 

SINCE THE BANK OF SIERRA LEONE DID NOT PROVIDE A BREAKDOWN 

OF EXPENDITURES, POST CANNOT PROVIDE AN ANALYSIS OF EXPENDITURE 
OVERRUN. HOWEVER, INVISIBLE FOREIGN TRANSFERS FOR TRAVEL, 
REPRESENTATION AND GOSL AFFAIRS PROBABLY MAKE UP THE LE 10 
MILLION DIFICIT. 

4. A COMPARISON OF FUNDS GENERATED BY INDIRECT AND DIRECT 
TAXATION BETWEEN ESTIMATED FY 76/77 AND PROVISIONAL FY 76/77 
INDICATES THE LACK OF SUCCESS THE GOSL HAD HAD IN LIMITING 
IMPORTS, AND THE MANNER IN WHICH IT HAS BEEN ABLE TO 
GENERATE REVENUES. A BREAKDOWN OF INDIRECT TAX SOURCES SHOWS: 
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(A) IMPORT DUTIES: INCREASED BY LE 4.0 MILLION, PROVIDING 
NEEDED REVENUE. HOWEVER, THE RISE IN REVENUES INDICATES 
THAT IMPORT DEMAND IS RELATIVELY INELASTIC AND THAT THE VALUE 
OF IMPORTS HAS NOT FALLEN. 

(B) EXPORT DUTIES: PROVIDED LE 4.9 MILLION MORE THAN ESTIMATED. 
HOWEVER, THIS EXTRA REVENUE CANNOT BE ATTRIBUTED TO GOVERN- 
MENT ACTION BUT RATHER TO WORLD PRICE INCREASES FOR SIERRA 
LEONES' EXPORT COMMODITIES (COFFEE AND COCOA). PRODUCTION 
HAS DECREASED NOT WITHSTANDING THE INCREASE IN WORLD PRICES, 

A RESULT OF THE UNREALISTIC PRICING POLICY OF THE GOVERNMENT 
AND THE PRODUCE MARKETING BOARD (EXPORT TAX AMOUNTS TO 
APPROXIMATELY 50 PERCENT OF THE WORLD PRICE). 

(C) EXCISE TAX: INCREASED LE 1.3 MILLION OVER ESTIMATED 
FIGURES. AGAIN THIS WOULD TEND TO INDICATE IMPORT QUANTITIES 
HAVE REMAINED HIGH. (LEGISLATED IMPORT CONTROL MEASURES ARE 
AS FOLLOWE: "(I) THE INVOICE ENTRY FEE HAS BEEN INCREASED 
FROM 1 .5 PERCENT TO 4.5 PERCENT. (II) THE FOLLOWING IMPORT 
DUTIES HAVE BEEN INCREASED: TOBACCO PRODUCTS (100 PERCENT), 
TEXTILES (45 PERCENT), SUGAR (45 PERCENT), MOTOR VEHICLES 
(INCREASES AVERAGING 22 PERCENT), ALCOHOLIC BEVERAGES (60 
PERCENT), NONESSENTIAL FOODS (30 PERCENT), AND RAW 
MATERIALS FOR CONCESSION INDUSTRIES (INCREASES RANGING FROM 
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10 TO 50 PERCENT). (Ill) EXCISE DUTIES HAVE BEEN INCREASED 
AS FOLLOWS: TOBACCO PRODUCTS (70 PERCENT), BEER AND STOUT 
(25 PERCENT), AND OTHER GOODS SUBJECT TO EXCISE (25 PERCENT).") 

5. REVENUE FROM DIRECT TAXES ALSO IMPROVED. A LE 19.3 
MILLION ESTIMATES IS SHOWN AS LE 27.9 MILLION IN THE PROVISION- 
AL FY 76/77 FIGURES. REVENUE GAINS WERE REGISTERED IN 
COMPANY AND PERSONAL INCOME TAX. THESE GAINS PROBABLY CAN 
BE ATTRIBUTED TO CORRECTIVE GOVERNMENT POLICY. 

6. ON BLANCE THE IMPROVEMENT IN GOSL REVENUES APPEARS TO BE 
ATTRIBUTABLE MORE TO A FORTUITOUS INCREASE IN EXPORT 
PRICES AND THE INELASTICITY OF IMPORT DEMAND THAN TO ANY 
POSITIVE POLICY AIRMED AT CORRECTING THE BASIC IMBALANCE. 
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GOVERNMENT DID SUCCEED IN EXTENDING ITS DIRECT TAX BASE. 
HOWEVER, THIS IMPROVEMENT, WHILE COMMENDABLE, IS ONLY A 
PARTIAL MEASURE. EFFECTIVE GOVERNMENT ACTION FOR REVENUE 
EXPANSION AND EXPENDITURE REDUCTION MUST INCLUDE A STRICT 
LIMITATION ON IMPORTS AND SUBSTANTIAL GROWTHIN EXPORT 
PRODUCTION. THE GOSL RELIANCE UPON INCREASED TAXATION ONLY 
CAN PROVIDE INADEQUATE AND TEMPORARY RELIEF. BASIC CORRECTIVE 
SOLUTIONS, OF COURSE, MUST COME ON THE EXPENDITURE SIDE. 
LINEHAN 
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